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of the 
TITANS 


ike any giant who stumbles, Wasserstein Perella 
could only fall hard. Matchmaker of corporate 
titans, Wasserstein Perella proved to be not so 
astute a marriage broker when the companies 
were its own. Now in dusting off its reputation 
among investors, the merchant banking cause 
célébre is nursing some bruises and trying to 
dress its new persona in the unlikely accessory of 
humility. The story of whether the firm’s new-found fop- 
pishness will attract enough suitors to ultimately fund its 
new follow-on buyouts offering, U.S. Equity Partners, L.P., 
is just beginning to unfold. 

At least two prior investors, SunAmerica and Bank of 
America, helped back a recent first close for U.S. Equity 
Partners even though some of their contemporaries claim 
to have lost money in the first fund by the firm, popularly 
known as Wasserella. And they anted up despite lingering 
questions over mismanagement of two investments in the 
first fund. 

Wasserella’s creative blueprint for staying in the deal- 
making business illustrates how far the giant has fallen 
since its celebrated birth. Few upstarts commanded such 
fear and admiration as the teaming in 1988 of two First 
Boston defectors, the flamboyant Bruce Wasserstein and 
his affable mentor Joseph Perella, who has since jumped to 
Morgan Stanley. Wasserella was at the table when the 
biggest mergers of the day were closed. It also raised a buy- 
outs fund to translate its passive influence into true mone- 
tary power. Now, some seven years later, many of the firm’s 
greatest believers say they paid for 
power that was ineptly wielded. 
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A senior partner of Wasserella dismisses investors’ 
gripes over two key investments in the first Wasserstein 
Perella buyouts fund, a $1.1 billion behemoth raised in 
1988, as “old history.” However, if such dark days in the 
life of a fund not yet expired are history best overlooked, 
then so should be the days when the sun shone, investors 
claim. Further, limited partners ask if the first fund really 
performed according to Wasserella’s revisionist claims, 
why then is the $250 million U.S. Equity Partners so 
much smaller than its predecessor and why does it promise 
a siren’s song for terms? 

After a select calculation, Wasserella is trumpeting 44% 
estimated cumulative compound annual return for key prior 
investments in the first fund. Perhaps not so coincidentally, 
these key investments don’t include the big losers. Randall 
Weisenburger, a founding partner and head of operations at 
the buyouts fund, says the return reflects the performance of 
deals done in North America, where the partners going for- 
ward will center their efforts. This method of calculation 
also allows the firm to sidestep the uncomfortable admission 
that investors lost money, say some of the limited partners 
who predict the ultimate liquidation of the fund will wipe 
out any suggestion of a return. 


Saccharin-Sweet Deal 


Aside from the accusations of questionable dealings 
that surround its predecessor, U.S. Equity Partners looks 
like a sweet deal. Wasserella is offering investors in U.S. 
Equity Partners a preferred return of 9%, a clawback at 
20% returns, fee charges for only 
invested capital and an early 
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Capital Networking Luncheon; National 
Venture Capital Association/American 
Entrepreneurs for Economic Growth, 
Jeanne Lazarus (703) 351-5246, fax. 
(703) 351-5268 


September 24-25 

Tulsa, OK Ž 

Seventh Annual Oklahoma Investment 
Forum; Tulsa Industrial Authority/Metro 
Tulsa Chamber of Commerce, Sue Ben- 
nett or Darla Heller (800) 624-6822; 
(918) 585-1201, fax. (918) 585-8386 


September 25-26 
Washington, DC 
Medical Device Software Conference; 
Health Industry Manufacturers Associa- 


National Electrical Manufacturers Asso- 
ciation, Kristen Burke (202) 434-7219, 
fax. (202) 783-8750 


September 25-27 

Cambridge, MA | 
Atlantic Rim University/Industry Tech- 
nology Transfer Conference; Technology 
Transfer Conferences Inc., Lucy Sircy 


(615) 366-0679, fax. (615) 366-0695 


September 26 

Palo Alto, CA 

Biotechnology Forum; Churchill Club, 
Lisa Taylor (408) 371-4460, fax. (408) 
371-4180 


September 26 
Salt Lake City 


How to Finance Your Business in Utah October 7 


Conference; Wayne Brown Institute/ : Minneapolis 


: The Role of the Board in the Private , ciation of Investment Companies (202) 
: Company; National Association of Cor- : 


` porate Directors, John Nash (202) 775- 
` 0509, fax. (202) 775-4857 : 


Utah Division of Securities, Lynn Butter- 
field (801) 595-1141, fax. (801) 595-1181 


September 26-27 
New Orleans 


Process Re-engineering: Information 


Compliance; International Business 
Communications, Sabra Goldick (508) 
481-6400, fax. (508) 481-7911 


: September 29- October 2 
Prague, Czech Republic T 
: Workshop and Trade Show on Project 
: Financing . ‘for Reg sional Development; 3 


i September 27-28 
: San Diego 
: Biotechnical/Pharmaceutical Job Fair; ; 
: Career Connection, Steve Aeby (805) 
: 374-8777, fax. (805) 494-1870 





merican Association of Airport Execu- 


: tives(Czech Airports s Authority/U. S. Fed- 
' eral” 
Department of Commerce/Delta Air- ` 
: lines, Richard Heller (703) 824-0504, 
: fax. (703) 820-1395 


Administration/U. S. 


“Aviation 


: October 2-4 
tion/Food and Drug Administration/ _ Washington, DC 
- Establishing . 
: Alliances and Joint Ventures; American | 
: Management Association (800) 262-9699, : 
: fax. (518) 891-0368; cust_serv@amanet.org : 


International 


: October 6-9 

| Washington, DC 

: Information Industry Association Annu- 
' al Convention and Exhibition; Informa- 
: tion Industry Association, Emily Pilk 
` (202) 639-8262, fax. (202) 638-4403 


: October 6-10 
: Chicago 

: Twenty-Second Annual Venture Capital ; 
: Institute; National Association of Small : 
: Business Investment Companies (NAS- 
: BIC), Jeanette Smith (703) 683-1601, 
: fax. (703) 683-1605 


, October 8-9 
Technology for Enhanced Environmental : Tysons Corner, VA 

: Commercialization Opportunity Forum; : 
: Dawnbreaker/U.S. Department of Ener- : 


: gy, John Servo (716) 594-9281, fax. (716) 





594-2774; htep://www.dawnbreaker.com 


October 9 
Palo Alto, CA 


: Macroeconomics of Silicon Valley; 
: Churchill Club, Lisa Taylor (408) 371- 
ae : 4460, fax. (408) 371-4180 


October 9-10 
Brussels, Belgium 


: EVCA Early Stage and Technology Invest- 
: ment; European Venture Capital Asso- 
: ciation, Hélène Van Gysel 32.2.7150024 


: October 9-1 I 
: Arlington, VA 
: Sixth Annual National Investment Con- 
: ference for the Senior Living and Long- 
: Term Care Industries; National Invest- 
Strategic ` 


ment Conference, Robert Kramer (410) 
267-0504, fax. (410) 268-4620 


October 9-13 
San Diego 
Bio National Grassroots Conference: 


: Meeting of the State Biotechnology 
: Associations; Biotechnology Industry 
: Organization, Millie Pridgen (202) 857- 
: 0244, fax. (202) 331-8132 


`- October 13-15 


Laguna Niguel, CA 


: The Biotech Meeting at Laguna Niguel 


(by invitation only); Burrill & Craves/ 
Kleiner Perkins Caufield & Byers, 


: Colleen Villarroel (415) 399-4355, fax. 


(415) 399-4356 


` October 13-17 


Palm Springs, CA 


| NAIC Annual Meeting; National Asso- 


289-4336 


October I5 
Morristown, NJ 
BCI Advisors—New Jersey Venture 


2 Association Luncheon; New Jersey Ven- 
: ture Association, Clara Stricchiola (201) 


267-4200 x193, fax. (201) 984-9634 
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Investors charge Wasserella must retrace 
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opt-out provision for limited partners who want to quit 
the fund, with six months notice, after the first anniver- 
sary of their admission to the partnership. Wasserella also 
is offering to prior investors who opt into the new fund a 
clawback to their commitments in the first partnership, 
because, as Mr. Weisenburger puts it, repeat investors 
should be rewarded for their commitment. 

The investment team includes Bruce Wasserstein, 
Michael Biondi, W. Townsend Ziebold, Jr., George 
Majoros, Jr. and Mr. Weisenburger. Mr. Perella is absent the 
firm, which still carries his name, and did not return calls 
for comment. 

Wasserella also is appealing to the source many pri- 
vate equity investors look to as a last resort for deal 
money, the Small Business Administration. The firm is 
in the midst of an oft-awry 17-month-long license appli- 
cation process for a small business investment company 
to be managed and invested separately from the new 
buyouts fund. With about $15 million from former 
Lorimar chief executive Merv Adelson and $30 million 
of its own money, Wasserella plans to leverage what 
amounts to a truly minimal marketing effort with SBA 
participating securities for a larger, opportunistic venture 
capital investing program. 
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Mr. Weisenburger says firms with names as widely 
known as his ideally should not have to go to such lengths 
to score backing, particularly at a time when money in the 
private equity industry is flowing freely. But he laments 
turnover in the ranks of investors is forcing the firm, backed 
heavily in its first fund by Japanese banks whom he says 
have largely backed out of the industry, to shop entirely 
new lines of investors. 

Mr. Weisenburger also expresses disappointment that 
several prior investors have taken so negative a view of 
early days in the first fund as to sideswipe the firm’s reputa- 
tion. He says Wasserella already has accommodated 
investors who were unhappy, adding “I don’t think any of 
our investors lost money.” 

But one limited partner says he does not know of an 
investor who didn’t lose money. The investor, a Japanese 
banking institution, is pulling out of the private equity indus- 
try in part because of its experience with Wasserstein Perella’s 
first fund. 


Spoiled Food and Makeup Lines 


How Wasserella’s fund and its reputation among its 
investors went sour can be summed up in two deals—Isosceles 
and Maybelline. Their mention induces a shudder among lim- 
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ited partners and even in some other 
private equity investors, who were, in 
the words of one, “lucky not to be in 
that fund.” 

Isosceles is a dog of a deal that 
prompts even Mr. Weisenburger to 
cringe. It is so bad a deal that it is not 
figured into the 44% returns on prior 
investments described in the U.S. 
Equity Partners offering memoran- 
dum. Commenting on the absence of 
Isosceles from Wasserella’s representa- 
tions of its historical performance, Mr. 
Weisenburger says the deal was initi- 
ated by people no longer with the 
firm, not by any member of the U.S. 
Equity Partners team. 

Isosceles, which ate up $374 mil- 
lion of the first fund and has been writ- 
ten down to $20 million, represents a 
big gorilla from “old history” too ugly 
to look at but too big to bury. And, 
investors charge, Wasserella milked 
the gorilla like a cash cow for substan- 
tial fees even while the value of the 
investment plummeted and co- 
investors in the deal bailed and wrote 
it down. 

Isosceles led to Wasserella’s new 
investment strategy of limiting its 
deals to the North American conti- 
nent and, Mr. Weisenburger claims, 
to the shutting down of Wasserella’s 
separate U.K. division. Former 
employees and investors, however, 
claim that there was no separate U.K. 
division and that all of the invest- 
ments were made from a single 
process. Investors charge Wasserella 
is simply trying to distance itself from 
prior missteps to which Mr. 
Weisenburger responds that as head 
of the firm, “Bruce Wasserstein takes 
full credit and full blame for all of the 
successes and failures.” 

Isosceles PLC is a U.K. holding 
company created to manage the 
Gateway Corp. chain of supermarkets; 
FA. Wellworth, a Northern Ireland 
emporium chain; and Herman's, a 
U.S. sporting goods retailer. One U.S. 
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Isosceles, which ate up $374 


million of the first fund and 


has been written down to 


$20 million, represents a big 


gorilla from “old history” too 


ugly to look at but too big to 


mergers & acquisitions professional 
who worked in the U.K. at that time 
says many U.K. financiers viewed buy- 
outs as some kind of “black alchemy” 
and their curiosity drove up the 
momentum of many deals. 


The [Isosceles deal, initiated in - 


1989, was much sought after and bid 
up considerably. But Mr. Weisen- 
burger says that a difference in initial 
deal price of say, 15% to 20%, would 
not have made much difference in the 
end. A recession in the U.K. and cut- 
throat supermarket pricing crippled 
that deal, he says. 


Wasserella’s strategy going in was- 


to sell off assets and use the proceeds 
to modernize and renovate Gateway’s 
supermarkets, thus strengthening 
their competitive edge in an industry 
accustomed to relatively low profit 
margins. Mr. Weisenburger says the 
asset disposal did not occur soon 
enough and real estate bottomed out, 
almost halving the value of an esti- 
mated nine million square feet of 
Isosceles’ retail space. Further, super- 
market price wars broke out in the 
U.K. and competing meant less oper- 
ating revenue was available to help 
the company limp along until assets 


could be sold. The U.S. M&A pro- 
fessional says a U.S. supermarket deal 
of his bottomed out for much the 
same reason. | 

Mr. Weisenburger, calling Isosceles 
the biggest problem of the first fund, 
says the firm learned from that deal. 
Among the many lessons learned, he 
says: stay out of the U.K. and instead 
focus on deals close to home, and stay 
away from supermarkets. He refused to 
name the U.K. professionals no longer 
with the firm, saying his firm is not 
pointing fingers. 

“We learned we were not good at 
predicting the U.K. recession and 
supermarket price wars,” Mr. 
Weisenburger says. 

But investors claim the fees they 
paid Wasserella for managing the sour 
deal added insult to injury. Several 
investors, like Sumitomo Bank, 
repeatedly called for a refund in fees 
and demanded the firm write down its 
investment in Isosceles. In a flurry of 
letters, Sumitomo and several limited 
partners demanded Wasserella refund 
to investors the fees paid to manage 
what they considered to be a worth- 
less investment following Isosceles’ 
1993 restructuing. The restructuring 


] 





drastically cut Wasserella’s stake and 
whittled its influence to one board 
seat. Investors were charged $5.5 mil- 
lion in fees that was subsequently 
reduced to $3.7 million. Sarabjit 
Ashta, vice president and chief care- 
taker of Sumitomo’s investment in 
Wasserella, could not: be reached for 
comment by press time. 

Mr. Weisenburger says the fund 
ultimately did write down the invest- 
ment but refused to comment further 
on the issue. 


Ho Match for Melanie 


Maybelline, the other black eye on 
Wasserella’s first fund, should have 
been a winner for all its investors. For 
the average investor, the mass market 
makeup peddler was, having been 
acquired by high-end cosmetics retail- 
er LOreal S.A. early this year for $44 
per share. 

Indeed, Wasserella’s first buyout 
fund realized a return of 33.7% on its 
$160 million investment, according 
to the U.S. Equity Partners memoran- 
dum. The losers in the Maybelline 
deal were Wasserella’s investors, say 
some of them who doubt any investor 
realized the return Wasserella did. 

Wasserella distributed its May- 
belline stock to investors in 
September 1994. Had the limited 
partners been able to sell at the 
$29.625 per share price on the date of 
distribution, they would have netted 
26.5%. Unfortunately, the stock nose- 
dived just days after it was distributed 
to an unprepared group of investors. 

Maybelline’ Revitalizing brand 
makeup campaign proved to be a poor 
match against Melanie Griffith, 
Revlon’s Age-Defying makeup pitch- 
woman. Sales of the Revitalizing 
brand slowed, and products languished 
on shelves. As a result, Maybelline 
announced it would have to restate 
earnings several days after Wasserella 
distributed stock to investors. 

Few limited partners, if any at all, 


realized the $29.625 stock price and 
in fact, many sold according to their 
individual portfolio management 
policies shortly after the distribu- 
tion, when the stock was trading at 
about $17 per share. Wasserella’s dis- 
tribution of stock representing 
approximately 70% of Maybelline 
also likely contributed to the 
depressed price. 

Mr. Weisenburger says no one lost 
money on the Maybelline deal, 
adding that selling the shares at any 
price was profit. Mr. Weisenburger 
adds the distribution was more than a 
month in planning and undertaken 
in response to investors? desperate 
calls for liquidity. It was not timed to 
predate the announcement of bad 
news, he says. 

But some investors counter that 
they were not informed Wasserstein 
Perella planned to distribute the 
stock and that an advertisement in 
The Wall Street Journal was not suffi- 


cient notification. Therefore, limit- 


ed partners contend they were com- 
pletely unprepared to act either 
when the distribution occurred or 
when earnings were restated, partic- 
ularly some of the banks, which are 
not equipped to react quickly to the 
stock market. 

Investors further question how the 
four partners sitting on Maybelline’s 
board did not know about the bloated 
inventories of Revitalizing makeup 
resulting from lackluster sales or that 
earnings were about to be restated. 
Mr. Weisenburger says earnings had to 
be restated because the board decided 
to continue its commitment to an 
aggressive advertising campaign for 
the Revitalizing line to fulfill its 
pledges to retailers, even though sales 
had slowed. 

An official at one Japanese bank lim- 
ited partner says he knows of no investor 
demanding a distribution at that time, 
adding, “Who wants stock? We want 
cash distributions.” One investor, anoth- 


er Japanese banking institution, also 
questions Wasserella’s subsequent pur- 
chase from its employees of more than 
100,000 shares of Maybelline stock at 
$29.511 per share while the market price 
was in the high teens. 

Mr. Weisenburger says at the stock 
distribution, he and his partners urged 
the investors to hold the stock, saying 
the full value had not yet been real- 
ized. “We didn’t think it was the right 
time to sell the stock. It wasn’t like we 
were out selling shares too.” 

The firm was actually buying stock, 
in part to stabilize the price, says Mr. 
Weisenburger. He adds that his firm 
then offered to buy back the stock 
from its investors. As for the privately 
negotiated transactions with its 
employees outlined in a Schedule 13D 
document filed with the Securities 
and Exchange Commission, Mr. 
Weisenburger says that as a private 
firm, Wasserstein Perella has a right to 
buy shares at any price. He then 
explains that employees of the firm 
were - given shares as compensation 
and for tax purposes, such shares often 
are diverted to trusts that slow down 
subsequent stock sales. Therefore, he 
says, Wasserstein Perella employees 
were at a disadvantage because they 
could not act before the market react- 
ed to bad news. 

Mr. Weisenburger adds it isn’t fair 
to pay someone with stock of a value 
that cannot then realized. But that is 
what Wasserella’s investors say too. 

An investor who spoke on the con- 
dition of anonymity called the 
Maybelline transaction a textbook 
case of manipulation, except he does 
not believe the partners executed any 
grand plan with the deal. “I don’t 
think they’re that smart. The rest of 
the portfolio does not show they’re 
that smart.” 

What the portfolio does show, he 
says, is that “Wasserstein Perella has 
the worst track record, if you read 


through the doubletalk.” VOI 
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